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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in U.S. $ Million and represent period 
averages. 
xchange Rate: US$1.00=/61.9 won rel. st. Percent Change 
As of March 28, 1983 1981 1982 1983 1981 1982 1983 

INCOME, PRODUCTION, EMPLOYMENT 

at Current Prices 62,230 65,994 71,670 23.5* 13.8* 12.7* 
GNP at Constant (1975) Prices 30,421 32,053 34,072 6.4* 5.4* 6.3* 
Per Capita GNP, Current Prices 1,607 1,678 1,794 21.6* 12.1* 11.0* 
Piant & Equipment Investment, 
Current Prices 6,879 6,690 7,027 12.8* 4.4* 9. 
Personal Income, Current Prices 48,050 50,577 55,074 22.9* 13.0* 13s 
Indices: 1975=100 

Industrial Production 231. 262.3 10. 8 

Avg. Labor Productivity 192. 198.5 208.4 15. 0 

Avg. Industrial Wage 451. ° 581.6 20. 0 
Labor Force (Thous.) 14,710 15,367 Ee 5 
Avg. Unemployment Rate (%) 4, 4. - 
Total Population (Thous. Mid-year) 38,723 39,951 Rs 6 
MONEY AND PRICES 
Money Supply (M2) 1/ 22,371 30,205 
Interest Rates (Comm]. Banks) 19. 7 10. 
Indices: 1980=100 

Wholesale Price 120. » 131. 

Consumer Price, all cities 121. . 136. 

GNP Deflator (1975=100) 288. ‘ 329. 


BALANCE OF PAYMENTS AND TRADE 

Gold and FX Reserves 1/ 6,891 7,300 

External Debt 1/ 2/ 32,500 40,900 

Annual Debt Service 3/ 3,790 4,490 

Annual Debt Service Ratio (%) 3/ 13. ‘ 14. 

Balance on Current Account -4,646 -1,500 

Balance of Trade (FOB) -3,628 -1,300 

Exports (FOB), Customs Basis 21,254 % 23,500 4 
To U.S. 5,661 6,600 9 

Imports (CIF), Customs Basis 26,131 26,000 a 
From U.S. 6,050 5,956 6,500 7 

Average Exchange Rate (Won/US$) 681.3 731.4 759.0 1 

Period-End Exchange Rate (Won/US$) 700.5 748.8 771.0 2 


Major imports from the U.S. during the first half of 1982 (In millions of dollars, 
CIF): 1. Grain ($402); 2. Non-Electrical Machinery ($359); 3. Electrical Equipment and 
Electronic Products ($356); 4. Raw Cotton ($273); 5. Chemicals ($258); 6. Petroleum 
Products ($190); 7. Raw Hides and Skins ($115). 
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B. Major exports to the U.S. during the first half of 1982 ($ million, FOB): 
1. Textiles ($712); 2. Electrical Equipment and Electronic Products ($444); 3. 
(sey ($384); 4. Iron & Steel Products ($303); 5. Leather Products ($200); 6. Toys 


Footnotes: * Percentage changes calculated in won terms. 
1/ Data are for end of period. 
2/ All external debt including debt of under one year maturity. 
3/ Includes payments on debt of one year and longer 
maturity as a percentage of total exports of goods and services. 


aoeee: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of 
inance. 





OVERVIEW 


The Korean economy performed well in 1982 given the sluggish 
international environment and the lingering effects of the 1980 
recession. Real growth in gross national product was 5.4 percent 
according to preliminary figures. For 1983, the Korean Government 
(ROKG) expects real growth of 7.5 percent; the Embassy, using 
somewhat more conservative assumptions, estimates growth at six to 
6.5 percent. The key factor is the timing and strength of the U.S. 
economic recovery. The improving economy has helped political 
stability, and the Government has taken several significant steps, 
such as the release of noted oppositionist Kim Dae Jung, in the 
human rights area. Korea should remain a good export market for the 
United States, and there are signs that present tight controls on 
imports and on foreign investment may be somewhat eased. 


I. THE POLITICAL SETTING 


The improving economic situation over the past six months has had 
favorable political implications, and there were no major internal 
problems during the period. Demonstrations in Kwangju sparked by 
the death of a student were handled by the authorities with 
considerable restraint, and there were no other major disturbances. 
Most observers expect the coming semester to be relatively quiet on 
the nation's campuses. 


The Government has taken a number of steps in the human rights area 
which have been welcomed internationally. The most significant was 
the release of noted oppositionist Kim Dae Jung from prison in 
December. Kim went to the United States for medical treatment 
shortly after his release. The Government also released 47 other 
prisoners in politically sensitive cases. In February, the 
Government lifted the 1980 ban on political activity by 250 former 
politicians and other public figures. Some 300 other persons remain 
under the ban. 


Japanese Prime Minister Nakasone made a very successful visit to 
Seoul in January, the first such official visit by a Japanese leader 
Since World War II. The economic assistance issue between Korea and 
Japan has apparently been resolved with Japanese agreement to 
provide a $4 billion package of aid and credits over seven years. 

In an early February visit, U.S. Secretary of State Shultz 
re-emphasized the American commitment to the security of the 
Republic of Korea and the U.S. partnership with this country. Along 
these lines, the annual "Team Spirit" joint military exercise was 
conducted in February and March. 





II. KOREAN ECONOMIC TRENDS 


1982 MACROECONOMIC PERFORMANCE: Korean real GNP rose by 5.4 percent 
in 1982, a solid performance considering the depressed international 
economy. The rise in GNP was accounted for almost entirely by the 
social overhead capital sector; domestic housing construction in 
particular was a sterling performer in 1982. The real growth in 
social overhead capital was 11.2 percent; the corresponding 
increases for other sectors were 4.5 percent for agriculture, 
forestry and fisheries; 3.7 percent for mining and manufacturing 
(3.9 percent for manufacturing alone); and 4.7 percent for other 
services. Exports of goods and services grew by only five percent 
in real terms, compared to a 17.4 percent rise in 1981. 


AGRICULTURAL SECTOR: Despite last year's May-July drought, total 

grain production was about the same as 1981 levels, helped by a 
small percentage increase in rice production which offset a 
substantial reduction in barley production. Owing to generally 
favorable weather conditions, production of other crops rose over 
1981 levels, considerably over for some crops. The livestock 
industry, especially the swine and cattle sectors, got a significant 
boost from lower feedgrain import prices As a result, the 
agriculture, forestry and fishery sector recorded 4.5 percent real 
growth in 1982. Stabilized farm product prices last year, caused by 
greater supplies, contributed considerably to the smallest increase 
in retail and wholesale prices in recent years. The latest 
government estimates forecast a four percent increase in the 
agriculture, forestry and fishery sector in 1983. Growth is 
expected to come primarily from expanded production of rice and 
barley, livestock and poultry. The forecasts are quite reasonable 
barring abnormal weather conditions. 


In the face of growing deficits in agricultural trade, the ROKG's 
1983 agricultural policy will continue to stress increased 
production of food grains (especially rice and barley) and livestock 
products. The major obstacles to the achievement of those 
objectives are limited land availability and the lack of production 
incentives. Frequent drought and flood damage is another limiting 
factor. In view of these constraints, Korea is expected to continue 
to rely on imports to supplement its agricultural production. In 
light of last year's increased output of farm products and 
continuing stable world commodity prices, Korea's 1983 total 
agricultural imports are anticipated to remain at last year's level 
of $2.25 billion. The United States should continue to dominate the 
growing Korean market for agricultural commodities. 


KOREAN INTERNATIONAL BORROWING: Korea is one of the four largest 
developing-country borrowers on international markets, and its need 
for overseas capital remains high. But Korean creditworthiness also 
remains high, and the financial problems which have rocked a number 
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of countries in Latin America, Africa. and Eastern Europe have not 
affected Korea's ability to borrow. The reasons for the continued 
high credit rating can be found in Korea's highly competitive export 
industries and its good economic management. The drop in oil prices 
will reduce Korea's borrowing needs somewhat, should help reduce 
already low inflation and will stimulate demand for imports in 
Korea's export markets. Nervousness about developing country loans 
and a lower stock of lendable petrodollars means that Korean 
borrowers will have to pay higher margins on loans than they did in 
1982, but the decline in international interest rates means that 
Overall borrowing costs will be lower despite the slightly higher 
margins. 


OTHER TRENDS: The struggle between Korean economic liberalizers and 
traditionalists has heated up. The proponents of a more 
market-oriented system lost a battle last fall when the National 
Assembly defeated an ROKG move to do away with anonymous bank 
accounts a major asset to dealers in the unofficial moneylending 
market. The measure was shelved until at least 1986. The domestic 
press carried lively commentary in early 1983 on reports issued by 
two economic institutes concerning import liberalization. The Korea 
Development Institute called for abolition of almost all non-tariff 
barriers to imports beginning in January 1984; under the KDI scheme, 
local industry would receive immediate equivalent tariff protection 
but tariffs would then be reduced to no more than 30 percent by 
1988. At the same time, the Korea Institute of Industrial Economics 
and Technology issued a report also favoring import liberalization, 
but at a more measured pace and exempting "strategic export 
industries." Although the substance of the reports did not differ 
as greatly as press reports would seem to indicate, the Korean 
business community is more comfortable with terminology such as 
"step by step liberalization," which can be interpreted very 
fuzzily. Whether or not influenced by the institutes' proposals, 
the Ministry of Commerce and Industry has announced plans for 
gradual import liberalization beginning in mid-1983 (see Section 
III). It appears that after several years of discussion and 
statements that liberalization was imminent, the process actually 
May be getting underway. But political problems remain, the major 
one being the popular perception that Korean liberalization is 
foolhardy at a time when protectionist barriers are going up in 
Korea's export markets all over the world. 


1983 OUTLOOK: The Korean Government hopes that the world economy is 
turning around and that there will be no need for a repetition of 
the 1982 counter-cyclical spending strategy to boost the domestic 
economy. The 1983 Economic Management Plan, therefore, calls for a 
consolidation of the price stability gained in the past two years 
and a return to export-oriented growth without the inflation that 
characterized the late 1970's. The plan foresees no increase in the 
overall import price index; the ROKG thinks agricultural imports 
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will decline in price by an average five percent, oil prices will be 
stable and all other import prices will rise by only two percent in 
aggregate. 


Real GNP will increase by 7.5 percent, the ROKG says, with 
manufacturing's contribution to GNP rising eight percent. Social 
overhead capital growth -- mainly for housing construction -- will 
rise by 8.3 percent. On the demand side, total consumption will 
rise 3.9 percent, gross investment 9.6 percent, exports 9.4 percent 
and imports 7.7 percent. 


Money supply growth will be limited to 18 percent, compared with 
1982 growth of 28.3 percent. The ROKG fiscal deficit, calculated 
using the IMF unified budget system, will decline from 1982's two 
billion dollars to $1.4 billion. Korea's current account deficit 
will decline from about $2.5 billion in 1982 to two billion dollars 
this year. In drawing up the 1983 Plan, the ROKG assumed an OECD 
growth rate of 1.8 percent, a growth in world trade volume of three 
percent, and Eurodollar interest rates of an average nine percent. 


As usual, the ROKG expectations are optimistic but not 
unachievable. The major uncertainty is the timing and strength of 
the United States' economic recovery, but imported inflation could 
also be a problem if the world recovery is strong. In short, it 
will probably be difficult to attain both the growth and inflation 
targets Korea has set for 1983. 


The Embassy's initial estimate of 1983 Korean growth is a more 
modest 6.0 to 6.5 percent, reflecting more conservative assumptions 
about the world economic situation and some doubts about the growth 
forecast in domestic housing construction. Urban land for apartment 
construction is scarce, and with the prevailing low rates of 
interest on bank deposits and other investments, speculative money 
has flowed into real estate. The ROKG has taken several steps to 
halt speculation in apartments, mainly by additional taxes on real 
estate transactions in areas of the city where prices have risen 
rapidly. If these controls are maintained, growth in social 
overhead capital could be as much as two percentage points below the 
ROKG's 8.3 percent estimate. 


INDUSTRIAL OUTLOOK: Based on fragmentary statistics for January and 
February 1983, it appears that Korean manufacturers are anticipating 
an export recovery. Manufacturing production in January continued 
the rising trend of the past few months, but almost all of January's 
increased output went into inventories. Exports for January and 
February were off 8.5 percent by value compared to the same period 
last year, and letter of credit arrivals were off.4.3 percent by the 
same measure. Although imports were up six percent in the two-month 
period, import licenses declined by over eight percent. Korean 
manufacturers have not yet begun to feel the effects of the nascent 
recovery in the United States. 
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Korea's rush to build heavy industrial capacity in the late 1970's 
was overdone, but shows signs of finally beginning to show returns. 
In the depressed world market of 1982, Korean exports as a whole 
were up less than three percent in value, and light industrial 
exports declined by six percent. Heavy industrial exports, however, 
increased by nearly 14 percent While these figures by no means 
prove that Korea's march into heavy industry is succeeding, they do 
suggest that this country is in a good position to expand such 
exports when the world economy turns around. The recovery cannot 
come too soon for Korea's heavy industries, many of which are still 
operating at abysmally low levels of capacity. 


The 1982 GNP statistics confirm the impression that Korean heavy 
industry is on the move. Value added in light industries grew by 
1.8 percent in real terms in 1982, while heavy and chemical 
industries' value added rose by 5.8 percent. (For all 
manufacturing, the growth rate was 3.9 percent.) Transportation 


equipment (mainly ships) showed the largest sectoral growth, over 24 
percent. 


The shipbuilding industry in Korea has many problems, however. This 
country's shipbuilders rank second in the world--to the 
Japanese--but the backlog of orders to Korean shipyards is 
shrinking, and most companies have orders to see them through only 
another year or so. Although the value of 1982 ship exports was 
double that of 1981, there are clouds on the industry's horizon. 


Textile and garment exports were sluggish in 1982; worldwide, such 
exports were off by 4.5 percent. While there will be somewhat of a 
recovery this year, the longer-term outlook for Korean 
competitiveness, especially in garments, is cloudy. Hungry 
competitors such as China could make significant inroads into Korean 
exports to non-quota areas; Korea's garment export quotas in 
European and North American markets increasingly could function more 
as a guarantee of some market share rather than a bar to the 
expansion of exports. 


Footwear exports were up nearly 13 percent in 1982. The ending of 
restraints on exports to the United States helped boost exports, but 
American footwear manufacturers are attempting to have some form of 
restraints reimposed. Electronics exports fell by 3.6 percent last 
year; 1983 prospects are brighter. New capacity in integrated 
circuits is being added, and the industry is attempting to move into 
new lines such as industrial electronic products and microcomputers. 





III, IMPLICATIONS FOR THE UNITED STATES 


U.S. EXPORTS TO KOREA: Two significant developments occurred on the 
Korean trade scene in 1982. For the first time since 1964, Korea's 
total imports decreased -- from $26.1 billion in 1981 to $24.3 
billion in 1982. For the first time since 1966, U.S. exports 
exceeded Japanese exports to Korea. In 1982 the United States had 
an import market share of 24.6 percent, closely followed by Japan's 
21.9 percent share. U.S. exports to Korea totalled $5,956 million 
while Japan's exports reached $5,305 million. According to Ministry 
of Commerce and Industry (MCI) statistics, Korea's total imports of 
$24.25 billion included the following major categories: crude oils, 
$6,097 million; non-electrical machinery, $2,335 million; electrical 
machinery and electronics, $2,075 million; chemicals, $1,320 
million; transportation equipment, $1,277 million and minerals, 
$1,044 million. MCI's 1983 plans call for the import of $27 billion 
worth of goods in 1983, an increase of 11.1 percent over the 1982 
level. Korea is among the top ten U.S. trading partners worldwide, 
and continues to offer business opportunities to American exporters. 


Korean manufacturers recognize the need to upgrade the quality of 
their products, especially products destined for overseas markets, 
and will need more advanced production equipment to do so. U.S. 
firms can compete very effectively here for sales of the following 
types of products: medical instruments and equipment, analytical and 
scientific instruments; large scale computers, energy conservation 
systems and equipment, electronics industry production and test 
equipment, food processing and packaging equipment, industrial 
controls, special machine tools, special construction equipment, and 
telecommunications equipment. Korea will also continue to be a 
major market for industrial raw materials such as coal, chemicals, 
scrap metais and logs. 


MAJOR PROJECTS: The Fifth Five-Year Plan contains a number of 
ambitious Korean development projects. Major projects now in 
various stages of planning and implementation include construction 
of Seoul Subway lines numbers two, three, and four and Pusan Subwa 
line number one and construction of sewage treatment facilities and 
telecommunications projects. Also planned to begin before 1986 are 
construction of a second integrated steel mill with a first stage 
capacity of three million tons per year, expansion of Kimpo (Seoul) 
and Kimhae (Pusan) International Airports, and the expansion of 


Pusan Port. The current economic slowdown, however, is causing 
delays in some of these projects. 


FOREIGN INVESTMENT: Although the ROKG took several additional steps 
to liberalize foreign equity investment procedures during 1982, such 
as the further expansion of areas eligible for foreign investment, 
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those steps were far from sufficient to induce the $300 million goal 
set for 1982 in the Fifth Five Year Plan (1982-86). Nor did 
investment come up to the subsequently adjusted goal of $250 
million. American capital was the only exception to generally 
lackluster equity inflows Despite the shortfall in 1982 planned 
inflows, however the year's total showed a handsome 29% increase 
over 1981 in investment approvals ($188 million). Actual arrivals 
of equity investment recorded a small absolute decline. 


As in the previous two years, investment from the United States 
played a dominant role, with a 60% share in both investment 
approvals and arrivals. As a result, the cumulative U.S. share of 
investment approvals rose by another three percentage points to 
39%. Japanese investment remained weak, and dropped three 
percentage points in cumulative approvals. Japan still remains the 
largest investor in Korea with 47% of all foreign investment 
approvals through 1982. 


There were several interesting new trends in 1982 in foreign 
investment. The heavy concentration in chemicals, electronics and 
other heavy industries which prevailed in recent years was less 
apparent in 1982, while investments in consumer industries such as 
foods, pharmaceuticals and services including banking and hotels, 
showed a bullish trend. Growth is expected in Korean consumer and 
service industries, and the ROKG has opened the door somewhat for 
the entry of foreign investment in these sectors as part of its 
overall liberalization policy and in preparation for the Asian Games 
and Olympics in 1986 and 1988. Another noteworthy trend in 1982 was 
that investment in an amount almost equal to newly approved 
investment was withdrawn from Korea. This was mainly because of the 
withdrawal of Dow Chemical, formerly the single largest investor in 
Korea ($155 million). Of the cumulative $1.4 billion in investment 
approvals since 1962, approximately $400 million has been withdrawn 
from Korea. 


On October 8, 1982, the Minister of Finance put into effect a series 
of new measures designed to improve the foreign investment climate 
in Korea. Under the guidelines, 521 of the 855-industrial 
activities listed in Korea's industrial index have been selected as 
open to foreign investment. Despite the designation of an industry 
as open, however, investment applications are still dealt with on a 
case-by-case basis. Current plans call for gradually increasing the 
number of allowable foreign investment projects by implementing a 
negative system if and when the number of permissible industrial 
categories cover 80 percent of the total. Under the planned 
negative system, foreign investment will be automatically approved 
except for those specified on the negative list. Further 
information on the revised regulations is available from the U.S. 
Department of Commerce or the American Embassy in Seoul. 
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TRADE LIBERALIZATION: The Korean Government is taking steps toward 
liberalizing imports and recently announced its intention to 
liberalize importation of the items currently banned from import 
ahead of schedule under the new Annual Trade Plan for the period 
July 1, 1983 - June 30, 1984. Some 250 items are expected to be 
shifted to the freely importable category, including textiles, 
cosmetics and pharmaceuticals. 


The Korean Government has also announced a three-phase import 
liberalization policy. In the initial phase (1984-1985), textile 
goods, footwear and other items with a competitive edge as well as 
goods in which Korea cannot hope to become competitive will be 
liberalized. The second phase (1986-1987) will see the 
liberalization of imports of consumer items “essential for the 
people's livelihood." In the third phase (1988 and beyond), the 
import of all other items except "stategic industrial products" will 
be liberalized. The ROKG has already liberalized imports of several 
cosmetics items, but high tariff rates and other non-tariff barriers 


are severely restricting the competitiveness of imported cosmetic 
products on the Korean market. 


The ROKG plans to implement a new "pre-announcement" system whereby 
items to be liberalized for import will be announced 2-3 years in 
advance so that local companies can prepare for the new 

competition. Currently, the Korean trade regime still contains many 
trade barriers, both tariff and non-tariff, and the ROKG's 
Semiannual Trade Plan reflects a continuing policy of maximum 


dependence on domestic producers. Despite the ROKG plan for import 
liberalization, it is moving to tighten import controls on certain 
items such as metalworking equipment and computers and peripherals. 
Every indication is that these items are not likely to be 
liberalized in the foreseeable future. 


The Korean Government also announced that the current import tariff 
system will be gradually revamped. The current tariff rates of 
60-150 percent being assessed on specific items will be ultimately 
lowered to the minimum 3 percent level. Major raw materials for 
export goods will be assessed tariff rates of 5-10 percent. Rates 
due to be lowered will be dropped gradually, by 10 percent a year, 
to ease the impact of import liberalization on domestic 
manufacturing industries. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:509 
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